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PERFORMANCE

Markets have been most challenging since evidence of the excesses of
the credit cycle first came to light in May 2007. In the most recent
quarter there has been a division between those companies that are
seen as beneficiaries of continued growth in the developing world
(particularly the BRICS - Brazil, Russia, India and China) and those
that are on the receiving end of the credit unravelling. In stock
market terms it has seen the commodity and resource producers
continue to roll while the financials have slumped. This clear
distinction was less evident at the country level where the developed
and developing markets moved in similar ways. The striking
exceptions were Brazil and Russia where energy and resources
predominate with companies like Vale, Petrobras and Gazprom
soaring, while China and India lost their lustre to tightening credit
and inflation pressures. A table of global sector and regional returns
are shown on page 5.

Our own performance has been mixed. While doing better than the
index for the year at -16% versus -20%, it should not surprise long-
standing investors that our absence from resource companies and our
currency allocation were detrimental to performance over the last
three months. In hindsight, had we joined the momentum brigade
and loudly proclaimed “stronger for longer” over this period, we
would have been better placed. Alas, this slogan is likely to be tested
in coming months but for now it has held the Australian dollar high,
and we own few, and reduced the potency of our shorts. While the
underlying stocks in Japan are showing resilience, the currency has
sold-off.

DISPOSITION OF ASSETS
REGION JUN 2008 MAR 2008
NORTH AMERICA 24% 24%
EUROPE 23% 22%
JAPAN 18% 21%
ASIA AND OTHER 18% 19%
CASH 7% 14%
SHORTS 28% 31%
Source: Platinum
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MSCI WORLD INDEX REGIONAL PERFORMANCE (AS$)

REGION QUARTER 1TYEAR
UNITED KINGDOM -6% -23%
INDIA -24% -23%
KOREA -12% -23%
us -7% -23%
JAPAN -3% -22%
FRANCE -9% -22%
GERMANY -7% -17%
AUSTRALIA -1% -14%
HONG KONG -9% -9%
EMERGING MARKETS -6% -8%
BRAZIL 13% 36%

Source: MSCI

MSCI WORLD INDEX SECTOR PERFORMANCE (A$)

SECTOR QUARTER TYEAR
FINANCIALS -16% -38%
CONSUMER DISCRETIONARY -13% -33%
INDUSTRIALS -11% -22%
HEALTH CARE -5% -19%
INFORMATION TECHNOLOGY -4% -19%
TELECOMMUNICATIONS -8% -18%
CONSUMER STAPLES -11% -13%
UTILITIES -2% -7%
MATERIALS 4% 4%
ENERGY 12% 9%
Source: MSCI
CURRENCIES

PLATINUM INTERNATIONAL FUND - TOP 20 STOCKS

STOCK INDUSTRY  JUN 2008
MICROSOFT CORP TECHNOLOGY 31%
MITSUBISHI TOKYO FINANCIAL  FINANCIAL 3.0%
HUTCHISON WHAMPOA TELCO/TRANSPORT 2.8%
SIEMENS ELECTRICAL 2.7%
BOMBARDIER TRANSPORT 2.7%
INTERNATIONAL PAPER PAPER 2.3%
BARRICK GOLD GOLD 2.3%
SAMSUNG ELECTRONICS ELECTRICAL 21%
CISCO SYSTEMS TECHNOLOGY 21%
DENSO CORP AUTO 1.8%
JGC CONSTRUCTION 1.8%
JOHNSON & JOHNSON HEALTH CARE 1.8%
SAP TECHNOLOGY 1.8%
PERNOD RICARD BEVERAGE 1.7%
SANOFI-AVENTIS HEALTH CARE 1.6%
HENDERSON LAND DEV PROPERTY 1.6%
BMW AUTO 1.4%
SCHNEIDER ELECTRIC ELECTRICAL 1.4%
POLARIS SECURITIES FINANCIAL 1.4%
HENKEL KGAA CONSUMER 1.4%

Source: Platinum

While the Yuan has continued its climb, rising by
10% versus the US dollar over the year, the other
Asian currencies have lost momentum and those
without natural protection against the rising oil
price, have started to sag. This was detrimental to
our position as we had expected them to move-up
with the Yuan. These positions have been cut.
Further, the Australian dollar tilted higher as
investors paid more heed to revised expectations
about our current account deficit, in the light of
strong iron ore, coal and natural gas prospects. We

ended the quarter with only 7% long the Australian
dollar and with most of our physical share holdings
being reflected in their underlying currencies. We
remain of the view that the US dollar is bottoming -
perverse as this may seem, but competitiveness and
flows are now in the currency’s favour.

SHORTING

Throughout the quarter we have progressively
moved the shorts towards those areas that are
bloated by expectations of growth. These include
some emerging markets such as Brazil, steel
companies, small caps and reits (real estate
investment trusts). Only in the last days of the
quarter did these bastions of hope for growth start
to fall and this has accelerated into July.
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PORTFOLIO CHANGES

Strong relative moves during the quarter gave us the
opportunity to rebalance several holdings. In
particular we cut back on our positions in the Bank
of China, Sony and Bombardier, which rose by 20 to
30%. Further, we consolidated holdings by selling
Oracle for more SAP (IT business systems) and
Chiyoda for more JGC (constructors of refineries and
LNG plants). In other cases we exited companies
that have held relatively well but which now are less
attractive in a relative sense; Ajinomoto, Yamato and
Rohm were used to fund initial stakes in the highly
oil-punished segment of airlines and aircraft support.
Other activities were to exchange Pfizer for Sanofi-
Aventis and to sell the regional banks in Japan for
the two largest city banks.

At a time when most banks have been revealed as
under-capitalised and having weak deposit bases, one
of the world’s biggest banks with the opposite
problems, is selling at book value. Mitsubishi-UF]
Financial Group has been recapitalised, has a loan to
deposit ratio of 75% and for the first time in years, is
facing an environment of rising prices and the
prospect of repricing and expanding its loan book at
relatively low risk. In addition, the completion of its
IT integration is anticipated to give rise to substantial
cost savings. Should the Japanese public change
their stance to equities in the face of a deteriorating
environment for bonds, we would get the additional
boost from transactional fees and commissions.
There is little need to try to pick the bottom of the
western financials when this stock is already cheaper
by most measures.

Sanofi-Aventis is a similarly beaten-up
(pharmaceutical) company that is being punished by
concerns about the sector’s pipeline of new drugs.
The way we try to bring order to assessing a
company like this, which is trading on under eight
times earnings, is to strip-out the relatively safe
vaccines business and look at the cash flow that will
arise from the rump of the pharmaceutical portfolio.
In Sanofi’s case it will generate approximately the
company’s net capitalisation (some Eu43bn) over the
next five years. This implies that the R&D pipeline,
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which is absorbing Eu4.5 to Eu8bn a year, is
apparently almost worthless in the eyes of the
market! There are other considerations we have
addressed but suffice to say this rating is the epitome
of value and neglect.

COMMENTARY

As we address the market each day we are exposed to
a continual barrage of news and information. On the
one hand, one seeks to make independent
observations but because we are part of the process
and can seldom have full knowledge, we are also
guided by the intensity of the market’s response to
these cacophonous bursts. It is like watching a giant
Catherine wheel. We tend to focus on the current
hot topic which for the moment is say oil, having
previously been agricultural prices, credit default
swaps and bank solvency. At any one time there is a
new focus; with others coming into sight and as the
wheel rotates, others burning out. As each new topic
comes into focus, we look at the linkages as to how
they may affect our portfolio. It is a constant
balancing act; how much attention should be paid to
the present and when does one change one’s focus to
the next important emerging theme and de-weight
the current obsession?

Surely many fund managers would today be
concerned about whether they have “enough exposure
to oil plays”. The trouble here is that oil has doubled
in the last 12 months. We in fact first wrote about
the impending boom in the oil price in June 2003
(http://www.platinum.com.aw/images/drops.pdf) so it
is not news but nevertheless if one were a
momentum fund manager, this would bear heavily
on one’s behaviour. The skill we require is to
correctly gauge the tone of the market as we buy or
sell shares that we favour, and yet neither be too
anticipatory nor too reactionary.

At present, the market’s focus seems to be on:

Growth
Developed economies slowing to a snail’s pace;
developing markets continue to grow but are



threatened by rising inflation and in some cases, the
contradiction of “managed” currencies.

Inflation

The deflationary pulse from China/Asia is reversing
and there are adverse surprises regarding input costs
and in the movements of wages in Asia/Russia and
other developing regions. Agricultural prices may
ease but on account of the fundamental repricing of
energy, it is unlikely that they will fall back below the
current trading range. Energy prices should stay
elevated as demand destruction in developed
countries (eg. dramatic shifts to public transport and
other measures) is being offset by developing world
growth. There is very little tolerance in global supply
to cope with incidents such as the Japanese nuclear
generator fleet being taken offline, causing extra
demand for oil (350,000 barrels per day).

Profits
Forward earnings are likely to sag in the face of
weaker demand and strong cost pressures.

Credit

Banks are being recapitalised but the magnitude of
the write-offs are causing boards to tighten credit
standards and we can expect regulatory oversight to
stiffen. Re-intermediation will continue and
securitisations will be much rarer.

What is coming into view?

Accelerating inflation partly rests on the effects of
currency intervention and the consequent massive
build-up of foreign exchange reserves in Asia, Russia
and the Middle East. Some of this has been sterilised
by way of the issue of domestic bonds, but not in
sufficient quantities to fully offset the expansionary
effect on money supply. Currency intervention will
be a hot topic. Note that in China, for example, the
government still sets both the maximum rate on
deposits and the minimum rate at which money can
be lent. This has allowed the banks to recapitalise
themselves and now, via special reserve requirements,
these set rates are throttling the banks ability to lend
(the credit multiplier has shrunk to about 5.5 times).

Subsidies are also likely to receive more press. These
are widespread across Asia. Apart from the interest
rate subsidy mentioned above, there are the issues of

tax rebates (now being phased out in China),
subsidised motor fuels, natural gas prices, electricity
prices, fertilisers and so on across the developing
world. In the case of India, these subsidies are
exploding with the rise in the price of hydrocarbons
and food, and now at 5% of the economy, threaten the
central government’s finances.

Just as inflation is starting to really frighten these
regimes, with recorded inflation ranging between 7%
and 14%, there comes the need to allow the true
market price to ration the demand for basic
necessities and to allocate resources. This will likely
lead to a change in perception about the risk of
emerging markets. This has already happened
emphatically in the case of last year’s top favourite,
Vietnam. Seen as the next great miracle, that stock
market has halved in the face of concerns about
inflation (at 25%), the weakening Dong, and the
foreign borrowings of some state owned enterprises
and banks.

This growing concern about developing markets is
likely to re-establish the risk premium at higher
levels. As we all know, the attraction of superior
growth in these countries had completely changed
investors’ risk/reward perceptions and many of these
markets started to be rated on par with developed
markets. Some of this new-found faith was always
questionable in the case of several resource-rich
countries. It was precisely because of their natural
resource wealth that their political regimes were
intolerant and stymied the development of strong
institutions. The natural extension of this is the
emerging trend towards resource nationalism - hardly
reassuring to owners of capital.

There is also likely to be more attention to corporate
earnings. Broker analysts have still barely revised
their earnings estimates for next year. The majority
of fund managers do not believe the analyst
consensus of low teens earnings growth (going by the
buy-side surveys) but there is still the glimmer of
hope that things will improve in the second half —
incidentally we’'re here now and it doesn’t look great.

As a general statement, we can argue that equity
markets are most happy when inflation is around 2%,
less than that and we find ourselves in the difficult
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position recently experienced by Japanese companies;
customers are highly sensitive to price increases and it
is often better to absorb the pressure of costs than to
lose sales from sticker-shock. However, as inflation
rises to higher levels it progressively erodes the
valuation of equities. This is so for several reasons,
some relate to the availability of credit but of greater
importance, is the effect of taxation on illusory
profits.

Hence, as concerns about inflation become embedded,
the price investors will pay for forward earnings starts
to drop.

Should this concern begin to grow, fund managers will
start to look for those companies that are relatively
protected from inflation. This could lead to defensive,
non-capital intensive businesses to be favoured over
those which are pure price takers and have a lot of
money tied up in plant and working capital. For
example, food retailers would look very good versus
steel mills, and of course, steel mills are presently the
flavour of the month.

Looking slightly further out, we believe we are at the
cross-over point where behaviour must shift in the
West. We anticipate savings to rise at the expense of
consumption, and the backlog of investment in public
infrastructure plus the need to address alternative
energy sources and conservation, to make a positive
contribution. At the same time, one can expect the
reverse in China and most of Asia, excluding India,
where savings need to make way for consumption.
China is at the extreme where investment and the
trade surplus dwarf the consumer, such that one is
inclined to believe there will be some painful
adjustments as their appreciating exchange rate takes
its toll.

This, along with the previously mentioned concern
about inflation may be an important issue when
constructing portfolios in the next few years.

In the last three years we have displayed a pattern of
being too preemptive in both our long and short
positions. Far from being pessimistic, we attempt to
identify what is coming up next. This does carry the
risk of being too early - you will have read our
concerns about credit, the weak US dollar and so on
which were relatively slow to arrive and caused us to
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fail to capture the opportunities on offer. However,
we are now barely exposed to energy and resources,
except pulp and paper, and instead, are positioning
the portfolio for the inevitable burst of activity in
creating alternative fuels and the whole investment
program this will entail. Further, we own a group of
very stable and well-run companies whose valuations
are well below their longer-term averages. This
implies either a greater contraction of profitability or
that the downturn will be protracted. Going off the
valuations of several cyclical sectors, we deduce that a
protracted downturn is not a widely held view.

OUTLOOK

There are plenty of issues for the market to worry
about. Consumers everywhere are feeling the pinch
of rising costs, principally food in the poorer
countries and energy in the richer ones. However,
among the richer countries there is also a housing
slump, tighter credit and in due course the real
prospect of lay-offs. As we have been saying for a
while, profits in aggregate will fall as companies face
reduced pricing power and higher input costs.

Investors are well aware, however, that the stock
market is an anticipatory mechanism and their
conundrum is to assess the degree to which current
prices already reflect a miserable outlook. Our view is
that the magnitude and length of the boom was such
that investors are likely to still view the future with a
slightly rose-tinted blush. Unlike the tech wreck of
2001, at the peak of this boom there were fewer
obvious places to hide because of the convergence of
valuations, with the good being cheaper than the bad,
but not cheap enough to deal with profit downgrades.
This is rapidly changing and those companies with
the qualities we sought and highlighted last year,
namely having prominent business positions that
support pricing power; no or low debt; margins close
to trend and valuations that are below their historic
average, now represent good absolute value.

We are relatively well-placed with our shorts in
emerging markets, small caps and cyclicals that
started to fall sharply in the early days of July.



NOTES

1. The investment returns are calculated using the Fund's unit price and represent the combined income and capital return for the specific period.
They are net of fees and costs (excluding the buy-sell spread and any investment performance fee payable), are pre-tax and assume the reinvestment
of distributions. The investment returns shown are historical and no warranty can be given for future performance. You should be aware that past
performance is not a reliable indicator of future performance. Due to the volatility of underlying assets of the Funds and other risk factors associated
with investing, investment returns can be negative (particularly in the short-term).

2. The investment returns depicted in the graphs are cumulative on A$10,000 invested in the relevant Fund since inception relative to their Index
(in A$) as per below:

Platinum International Fund:
Inception 1 May 1995, MSCI All Country World Net Index

Platinum Unhedged Fund:
Inception 31 January 2005, MSCI All Country World Net Index

Platinum Asia Fund:
Inception 3 March 2003, MSCI All Country Asia ex Japan Net Index

Platinum European Fund:
Inception 1 July 1998, MSCI All Country Europe Net Index

Platinum Japan Fund:
Inception 1 July 1998, MSCI Japan Net Index

Platinum International Brands Fund:
Inception 18 May 2000, MSCI All Country World Net Index

Platinum International Health Care Fund:
Inception 10 November 2003, MSCI All Country World Health Care Net Index

Platinum International Technology Fund:
Inception 18 May 2000, MSCI All Country World Information Technology Index

(nb. the gross MSCI Index was used prior to 31 December 1998 as the net MSCI Index did not exist).

The investment returns are calculated using the Fund's unit price. They are net of fees and costs (excluding the buy-sell spread and any investment
performance fee payable), pre-tax and assume the reinvestment of distributions. It should be noted that Platinum does not invest by reference to the
weightings of the Index. Underlying assets are chosen through Platinum's individual stock selection process and as a result holdings will vary
considerably to the make-up of the Index. The Index is provided as a reference only.

Platinum Investment Management Limited ABN 25 063 565 006 AFSL 221935 trading as Platinum Asset Management (Platinum) is the responsible
entity and issuer of the Platinum Trust Funds (the Funds).

The Platinum Trust Product Disclosure Statement No. 7 (PDS), is the current offer document for the Funds. You can obtain a copy of the PDS from
Platinum's website, www.platinum.com.au, or by contacting Investor Services on 1300 726 700 (Australian investors only), 02 9255 7500 or 0800
700 726 (New Zealand investors only) or via invest@platinum.com.au.

Before making any investment decision you need to consider (with your financial adviser) your particular investment needs, objectives and financial
circumstances. You should consider the PDS in deciding whether to acquire, or continue to hold, units in the Funds.

DISCLAIMER: The information in this Quarterly Report is not intended to provide advice. It has not been prepared taking into account any
particular investor's or class of investor's investment objectives, financial situation or needs, and should not be used as the basis for making
investment, financial or other decisions. To the extent permitted by law, no liability is accepted for any loss or damage as a result of any reliance on
this information. Platinum does not guarantee the repayment of capital, the payment of income or the performance of the Funds.

© Platinum Asset Management 2008. All Rights Reserved.
Platinum is a member of the Platinum Group of companies.

MSCI Disclaimer: Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or
implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby
expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such
data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in or related to compiling,
computing or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits)
even if notified of the possibility of such damages. No further distribution or dissemination of the MSCI data is permitted without MSCI’s express
written consent.
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